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 Investment markets bumped along, gaining slightly higher ground in the second quarter.  The S&P 500 Index managed to 

rise by 1.1%, and with dividends included, provided a total return of 1.6% in Canadian dollar terms. The Canadian dollar ad-

vanced during the quarter from .9047 to .9367, having the effect of reducing returns for Canadian investors in U.S. denominat-

ed assets.  The S&P/TSX Composite Index was buoyed by oil markets that became roiled over developments in Iraq, driving 

world oil prices higher.  The macro risk of a further deterioration of the Middle East situation also caused gold prices to 

firm.  The commodity-driven TSX continued its outperformance in 2014, providing a return of 6.4% in the second quarter.  

 To the extent that markets have continued to advance, higher prices have ensued despite a negative GDP growth num-

ber for the U.S. economy in the first quarter, and anemic growth in Canada.  Admittedly, bad weather had a lot to do with the 

underperformance of the economy early in the year.  So, equity investors have apparently looked through the soft patch, ex-

pecting stronger growth for the balance of the year.  In fact, estimates suggest that the U.S. economy will still record growth of 

about 2.2% for this year, despite its 2.9% contraction in Q1.  The Canadian economy is predicted to grow at a similar 2.2% rate 

in 2014. 

 While there has been a noticeable disconnect between stock prices and economic growth so far in 2014, the same can’t 

be said of the bond market.  Interest rates, after peaking toward the end of 2013, have been in decline with the softer econom-

ic backdrop.  But while equity investors have been willing to look through the weather induced economic weakness, bond in-

vestors have completely bought-in to the soft patch.  Ten year rates in the U.S. and Canada have declined by about 50 basis 

points since year end.  This, despite rumblings of inflation – with recent North American readings having exceeded the 2.0% 

comfort thresholds of central bankers. 

 The positive price action of the North American bond markets may be partially explained by the ebb and flow of funds 

across world markets.  Rates for Spanish 10 year bonds have declined from 7.6% at their recent peak in 2012 to under 2.6% ear-

ly this year.  Italy’s rates are currently at 2.8%.  International investors are loathe to have the much higher quality U.S. 10 year 

Treasury trading at a premium to rates of struggling European sovereigns.  This anomaly has resulted in U.S. rates declining, in 

effect to ‘keep pace’ with lower world rates.  Ultimately though, if U.S. growth reignites, bringing additional inflationary pres-

sure along with it, then rates must rise from today’s depressed levels.  If the economy instead, ‘turns over’ without recovery 

from low Q1 growth levels, then equity prices are likely to correct from the new highs they recorded in June. 

 Finally, markets have exhibited a surprising lack of volatility in the last couple of years.  The Volatility Index, or simply VIX, 

which measures volatility and is known as the fear indicator, ended the quarter at lows not seen since early 2007.  Eventually, 

volatility will once again raise its ugly head.  Whether awakened by troubles in the Middle East, or perhaps by political angst 

leading into U.S. mid-term elections, or by the winding down of the last Quantitative Easing program, we expect some increase 

in volatility in equity markets before year end.  That may well lead to interesting opportunities to purchase shares of companies 

that will contribute to portfolio returns in the years ahead. 
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We are six years into an economic recovery after the latest financial crisis. Yet we continue to wait for the 
end of the low interest rate environment.  Various theories, which aim to explain the behavior of yield 
curves, add color to SEAMARK’s daily morning scrums. Whether we subscribe to them or not, we admit 
that the low interest rate period has now stretched into the better part of a decade. Since the Fed started 
to remove the stimulus, both U.S. and Canadian 10-year yields have declined 50 bps. In no particular order, 
the following are possible explanations for the state of the credit market: 

 Adverse weather conditions in North America resulted in weak consumer demand in the first quar-
ter, and therefore subdued economic growth. This dampened the overall growth expectations, 
which in turn pushed investors into the safety of government bonds. 

 The geopolitical concerns in Ukraine and Iraq affected the overall outlook. This also caused an inflow 
to higher-rated sovereign debt.  

 In order to convince the global markets that the start of the monetary tightening is not imminent, 
the Fed Board started to refer to both the unemployment rate and inflation in a more qualitative 
manner.  

 There are not enough U.S. Treasury bonds to match the considerable demand for them. This de-
mand stems from the aging populations and their need for income and relative safety of principal. In 
addition, pension plans had to replace their long-term maturities when prices were relatively rea-
sonable at the end of 2013. 

 Similarly, the OPEC countries and China also have demand for significant quantities of higher-rated 
sovereign debt. 

 Inflation and expectations of inflation are muted. The Chair of the Fed and the Governor of the Bank 
of    Canada have downplayed recent high numbers as either noise or as being temporary. The low 
inflation environment supports the low-yield expectations of the market.  

 Addiction of the economies to the low interest rate environment is another theory why the yields 
have declined. Increasing interest rates may end up creating a headwind to economic growth, by 
reducing mortgage demand, and subsequently housing activity.  

The above list summarizes most of the mainstream explanations, but the indisputable fact is that interest 
rates are moving independently from economic fundamentals. It is easier to rationalize market moves in 
retrospect. Instead of timing the market, SEAMARK invests with the risk profile of our clients in mind.  Alt-
hough our mid- to long-term outlook on the economy is positive, we prefer not to subscribe to a particular 
theory, which could be threatened by the volatile nature of the global economic system.  

We manage investment risks for our clients. Currently in the bond world, range-bound interest rates now 
clearly have more price risk. Therefore, the era of treating bonds as a source of steady capital gain has end-
ed. Another risk is on the inflation front. Recent numbers may not yet have the tailwind of wage increases. 
However, in growing economies exhausting the oversupply of labor before the inflation reflects in the wage 
levels is usually only a matter of time. The expectation of economic growth is itself a risk in the bond mar-
ket, especially when interest rates are at an historical low.  

In the context of these risks, SEAMARK favors shorter duration to protect our clients’ fixed income portfoli-
os. For investors who prefer to have bonds as a source of safety, we have developed a low volatility bond 
mandate to protect the principal. With the mandate’s laddered structure, it will aim for a gradual increase 
in yield when the central banks start their monetary tightening. Our recommendation is to position against 
possible risks, rather than waiting for an ambiguous sign from the monetary authorities. 

Beste Alpargun, MBA, CFA | Vice President, Fixed Income & Portfolio Manager 

 

* Waiting for Godot is a play written by Samuel Beckett. The two main characters of the play wait hopeless-

ly for the arrival of someone named Godot.  
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THE PROOF  

IS IN THE NUMBERS! 

 
 

Annualized Returna        12.6% 
 

S&P/TSX Compositea       6.5%        
(Annualized Total Return)                     

 

Dividend Yield  3.4%                
(ex-cash)                               

 

Yield on Original Cost        

(ex-cash)                                                   4.1%             

 

% of Companies With  

Dividend Increasesb         92% 

 

Average Rate of Dividend 

Increasesb                         8.7% 

 

Correlationa,c                       0.6 

 

Information Ratioa,c           0.7 

 

Portfolio Betaa,c                  0.3 

 

Upside 

Capture Ratioa,c              68.1% 

 

Downside  

Capture Ratioa,c               -0.4% 

 
 

As at June 30, 2014 
 
a) Since  Low Volatility Equity composite 
inception date – Jan 1, 2011 

b) Past 12 months 

c) Vs. Benchmark S&P/TSX Total Return 
Index.  
 
 

1. The Low Volatility Equity Composite includes 
assets of the SEAMARK Pooled Low Volatility 
Equity Fund and a similar mandate under the 
management of McKim, Wishart and Loughery 
during their partnership at LeeSide. 

A group of highly respected academics whose teachings proliferate finance curricula across the globe, 

recently posed this question in a publication2 produced on behalf of the CFA Institute Research Foun-

dation. The publication does not seek to provide a definitive answer, but does question how well the 

current theory reflects the practical realities of investing in today’s markets. The very fact this re-

search was conducted, tells us that despite the best efforts to model the real world, there will always 

be factors (or risks) that cannot be anticipated. Therefore, it is paramount that one bridges the gap 

from textbook-to-practice by gaining practical experience. Much of the science is captured by the time 

one enters the industry, but one can only understand the art, after one has gained experience.  

Experience has crafted SEAMARK’s enduring investment philosophy and process. We utilize the sci-

ence within our investment philosophy by rigorously evaluating each company's investment merits 

and risk characteristics according to our long-standing tenets. Our investment philosophy and Master-

list process share a symbiotic relationship in that we cannot effectively leverage the science we use in 

our Master-list process, if we hadn’t crafted an investment philosophy that is designed to endure the 

whims of the market.  

Each analyst at SEAMARK utilizes the science to asses a company’s eligibility for our Master-list of ap-

proved securities on a daily basis. However, SEAMARK’s analysts have been increasingly tasked with 

taking a broader perspective.  

Earlier this year SEAMARK's CIO initiated a mentorship program especially for the benefit of our ana-

lysts.  The program has the analysts working as a team on assigned portfolio management projects, 

designed to bridge the gap between research and portfolio management disciplines. 

The experience to date has been nothing short of professionally rewarding for each of the analysts. 

The opportunity to step back and reconcile their approach with that of senior management is allowing 

them to develop on a steep learning curve. Bringing our analysts closer to each client’s portfolio is 

increasing their accountability and sense of ownership, which further enhances their appreciation of 

their duty to clients.   

So, we’ll leave the debate as to whether investment management is a science to teach, or art to learn, 

to the academics. Our commitment to what has made SEAMARK a national success is unre-

lenting.  The Junior PM Team’s embracement of the investment philosophy and process of SEAMARK, 

assures clients that all members of the team are constantly working to navigate through the ever-

changing currents in the marketplace.  

Tyrone Saunders, CFA | Investment Analyst 

This bar chart illustrates how $100 invested in the S&P/TSX Total 

Return Composite - using negative return months only - per-

formed vs. how $100 invested in the SEAMARK Low Volatility 

Equity Composite performed during those same months. 

Compounding those negative return months would have caused 

$100 invested in the S&P/TSX Total Return Composite to decline 

to $69.65 whereas $100 invested in the SEAMARK Low Volatility 

Equity Composite would have been preserved at $100.14  

The downside capture ratio represents the relative proportion 

lost in negative return periods versus a comparative benchmark.  

SEAMARK’s Low Volatility Equity Composite now boasts a posi-

tive downside capture ratio! 

 

2. Full report can be  found here: http://www.cfapubs.org/doi/

pdf/10.2470/rf.v2014.n3.1 

 

Low Volatility Equity Update1 
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Links to Q2 2014 Pooled Fund Profiles 

 

Balanced     Canadian Bond     Canadian Equity     U.S. Equity     Low Volatility Equity     Total Equity 

Tax Loss Carry Forwards* 2013 Pooled Fund Capital Gains Tax Deferrals  

Some of these tax loss deferrals are significant SEAMARK Pooled U.S. Equity Fund $22,872,229 

compared to the Assets in the respective  SEAMARK Pooled Total Equity Fund $17,915,620 

Pools.  Please contact Beste Alpargun for more  SEAMARK Pooled Low Volatility Equity Fund $6,097,992 

information.   SEAMARK Pooled Canadian Equity Fund $5,377,992 

902 423 9547      balpargun@seamark.ca SEAMARK Pooled Balanced Fund $2,205,296 

*Audited Financial Statements, as at December 31, 2013  

  One One Six Nine   One Two Five Ten Inception Inception   

  Month Quarter Months Months YTD Year Years Years Years Return Date   

                        

Seamark Balanced Fund 0.93  1.58  6.74  14.33  6.74  16.64  15.41  9.58  6.71  7.49  06/30/1997   

Seamark Balanced Benchmark 1.26  3.14  7.51  13.14  7.51  16.82  12.30  9.02  6.43  6.16    

 *5% FTSE TMX 91 Day T-Bill Index, 40% FTSE TMX Canada Universe Bond Index, 30% S&P/TSX Composite Index, and 25% MSCI EAFE (ex Canada) Index                       

                          

                        

Seamark Canadian Equity 4.01  6.28  11.05  20.62  11.05  27.37  20.26  10.02  8.38  9.24  06/30/1997   

S&P/TSX Composite Index 4.07  6.41  12.86  21.09  12.86  28.66  17.83  11.01  8.77  7.12    

                        

Seamark Low Volatility Equity 0.83  2.84  7.32  14.84  7.32  16.47  N/A N/A N/A 18.74  08/31/2012   

S&P/TSX Composite Index 4.07  6.41  12.86  21.09  12.86  28.66  N/A N/A N/A 17.43    

                        

                          

                        

Seamark Canadian Bond Fund 0.28  1.85  4.37  5.17  4.37  5.19  2.23  5.08  5.53  6.05  06/30/1997   

FTSE TMX Canada Universe Bond Index  0.25  1.99  4.82  5.22  4.82  5.34  2.55  5.20  5.55  5.91    

                        

                          

                        

Seamark U.S. Equity Fund (0.05) (0.99) 5.49  17.51  5.49  17.73  22.04  14.49  3.96  6.53  06/30/1997   

S&P 500 Index (CAD) 0.27  1.64  7.54  22.90  7.54  26.55  25.48  16.83  5.36  4.67    

                        

                          

                        

Seamark Total Equity Fund 1.17  1.80  8.23  N/A 8.23  N/A N/A N/A N/A 8.23  12/31/2013  

SEAMARK Total Equity Benchmark 2.01  3.90  9.90  N/A 9.90  N/A N/A N/A N/A 9.90    

*50% S&P/TSX Composite Index, 35% S&P 500 Index, and 15% MSCI EAFE Index    

Performance data is calculated on an actual basis for periods of less than one year, and on an annualized basis for periods of one or more years. Perfor-
mance data assumes the reinvestment of all distributions and does not take into account management fees or income taxes (except for withholding tax, if 
any, on foreign income) payable by any unitholder that would have reduced returns. Past performance is not necessarily indicative of future returns. 
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